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Reminder 






Happy Birthday 



David Ricardo 
April 18, 1772 



h-jr ■* 



2-Factor Example: 


■ Total labor = 3,000 work 
hours 

■ Total capital = 5,000 machine 
hours 

■ Two Cobb-Douglas 
production functions 

■ Qj = Lj- 5 Kj* 5 ; (relatively 
capital intensive industry). 

■ Q 2 = L 2 - 9 K 2 * 1 ; (relatively labor 
intensive industry). 


Paul Douglas, 1892-1976 



Exports and Imports 


Before Trade 


Industry 1 
Cloth 



0 


Industry 2 
Wheat 


After Trade (with world terms 
of trade featuring a higher 

Industry 1 c * 0 ^ 1 P r i ce relative to wheat) 



Carbaugh Textbook on 
Community Indifference 

Curves 


“...Can we assume that the 
preferences of all consumers 
could be added up and 
summarized by a 
community indifference 
curve? Strictly speaking, 
the answer is no, because it 
is impossible to make 
interpersonal comparisons.” 



Los angei.es times /e/n/<( s'/i? 

99.96% of Votes in 
Iraqi Referendum 
Endorse Hussein 


From Associated Press 

r BAGHDAD — Saddam Hussein 
won almost every Iraqi voter’s 
endorsement to rule for seven 
•more years, according to his gov- 
ernment, which whipped up street 
demonstrations Monday in support 
of the isolated and hard-pressed 
leader. 

Analysts believe that Hussein 
used the presidential referendum 

1 on Sunday to stir up nationalism in 
the country of 20 million and 
7 distract the nation’s attention from 
' the defection of a top official, a 
devastated economy and sharp 
i criticism from the United Nations. * 1 

Hussein, the sole candidate, won 
99.96% of the votes, said Ezzat , 
. Ibrahim, the man in charge of the ; 
i balloting. Of 8,402,321 people eligible 
i to vote, 8,357,560, or 99.5%, cast 
ba ! lots —8,348,700 of which favored 
! Hussein, the government said. 

! There were 5.808 spoiled ballots. 



THE WORJJ) 


LOS ANGELES TIMES 


THURSDAY. OCTOBER 17, 2002 All 


DEBATE ON IRAQ 


It’s Unanimous: Everyone 
Votes to Keep Hussein 

was particularly audacious as It Every' house will be a front, and 



Siinrn n«trrMt(* 


NO SURPRISE: Izza! Ibrahim of Iraq's Revolutionary Command Council announces that JOO% of 
voters cast a “yes" ballot in support of President Saddam Hussein's leadership. 


I raqi official says the 
referendum should send 
•an unmistakable 
message to Washington. 

By Michael. Slackwak 

• n*»f» Staff Writer 

BAGHDAD — Every one of 
Iraq's 11.445.636 eligible voters 
turned out for a national referen- 
dum, this week and every one of 
them voted In favor of keeping 
Saddum Hussein as president, 
Iraqi officials said Wednesday. 

The results were announced 
‘At a news conference In a govem- 
.hsent hall by taat Ibniliir.c vice 
‘Clialrman of Uie Revolutionary 
‘’Command Council The red- 
headed. longtime ally of Hussein 
did , not bristle at the suggestion 
that a 100 % ta2y might net be 
perceived by everyone Ir. the 
International community as 
credible. Instead, he smiled. 

"Someone who does not know 
the Iraqi people, he does not be- 
lieve tills percentage. But It is 
real." Ibrahim said. "Whether it 
looks that way to someone or 
not. we don't have opposition Ln 
Iraq* 

The victory claim, which 
bested. Iraqi Insistence seven 
years ago during the last referen- 
dum that only 0.04% of voters 
then opposed Hussein's rule. 


came on a day the United Ka- 
unas met to debate how to force 
Iraq to surrender any weapons of 
mass destruction it might pos- 
sess. 

In Washington, the White 
House had discounted the Iraqi 


It," Press Secretary Arl Fleischer 
told Associated Press. ; 

Voters were asked Tuesday to 
participate in the second refer- 
endum on Iraq's leadership. 
Hussein. 65. has been president 
since 1978. He rules by decree 


with a veneer of democracy In 
hopes of earning a greater de- 
gree of legitimacy here and 
abroad. 

Though Ibrahim Insisted that 
the voting was not aimed at try- 
ing to prove anything to the 
United States, lie did say the 
message should be unmistak- 
able. 

"If there Is an aggression, the 
United States wfB have to face 
these people who said 'yes' to 
Saddam Hussein." he said. "If 
they come, we will fight them In 
every village and every house. 


every Iraqi wfl! have a role Ir. the 
war." 

But a European diplomat 
here who requested anonymity 
saw a far different message 
aimed at the U.S. and the world. 


-wrong.' " he said. 

The first referendum confirm- 
ing Hussein for a seven-year 
* term as president took place ln 
1895. when he claimed a victory 
of 99.86%. 

This time, at least one Euro- 
pean diplomat based here had 


stakes game with the U.S. had 
been very smart and he calcu- 
lated that the same thinking 
would extend to the vote. 

"I made a bet saying the re- 
gime win be clever and the final 
result wC not be 87% but wtD be 
75 to 80%.* said the diplomat, 
who requested anonymity and 
did cot disclose how much he 
wtu have to pay out. 

With only one candidate on 
the referendum, there was little 
doubt about the results. Still. 
Ibrahim said. This Is a unique 
manifestation of democracy 


which Is superior to all other 
forms of democracy." 

Another European diplomat 
bused here sAld the country, and 
the regime in particular. Is so Iso- 
lated that It has begun to believe 
Its own propaganda. "Hie logic 
here is sometimes so difficult to 
understand,* the diplomat said. 
They start believing In It." 

The lead-up to Tuesday's 
vote had the feci of a great na- 
tional celebration, and the 
authorities declared Wednesday 
a national holiday even before 
the votes were fiifiy counted. 

Thousands of foreigners were 
flown Ln and put up at govern- 
ment expense. The dty. always 
decorated with murals, mosaics 
and statues of the president, had 
even more posters, pictures and 
displays In Hussein's honor. The 
scene at polling ptaces was fren- 


zied. at least while foreign Jour- 
nalists were present, with some 
people going so far as to mark 
their ballots with their own 
blood. 

The vote, which was nil done 
on hand-marked paper ballots, 
was somehow tallied overnight. 

Ever, before the announce- 
ment was made, the celebration 
began. Fifteen sheep were 
slaughtered in the driveway out- 
side the A! Rashid Hotel As the 
staff washed away the Wood, the 
meat was taker, inside and pre- 
pared for the guests. Gunfire 
echoed across the dty as people 
fired weapons Into the air. 

And at the news conference. 
Ibrahim, dressed in a suit In- 
stead of his customary green 
military uniform nnd beret, read 
a lengthy speech illustrating the 
deptii of Iraqis' adulation of the 


president. 

Ills remarks porWr^ed’the 
president ns n lender ftiritfl ages. 
h train who will take his pl.-vce in 
history alongside such admiral 
figures as Snindin, the Kuril ls‘ 
fighter bom In Tfkril. Husselr 
hometown, who defeated thv 
Cmsndm In the 1 2th century. 

"You have chosen n hLstorlc 
leader who acquired nil the 
qualities oflendcrship defined by 
our forefathers." Ibrahim sakl in 
his statement. These are quali- 
ties God sought to hnve imbued 
in their leader, 

"You have chosen the wise 
man or the Arabs nnd one of the 
great leaders who cannot be re- 
placed by anybody." hr added. 
"Let his enemies be cornered 
They are condWfcned by God," 

The president did not make 
any appearance. 


The message was. "Look, we are 
vote Tuesday when It was held. * still able to cunlrui ail the popu- 
'Obvlou&ly. It's not a very serious Utlon. and If you think it will be 
day. not a very serious vote and ' easy to control, you might be 
nobody places any credibility on 


and by fear, and when Ibrahim -placed a bet with a colleague 
says there Is no opposition, he Is \ that Hussein would receive a 
right that none has been permit- more credible figure. The dlplo- 
Icd. But even Oils authoritarian mat said the regime’s recent dip- 
regime has tried to dress Itself up iomatic maneuvers in the high- 



Note: Programs of 
Trade 

Adjustment 
Assistance 


<r 




v 


□ Variations found in different 
countries 

□ Special unemployment 
compensation 

□ Retraining 

□ Moving allowances 

□ Sometimes can include aid to 
firms (adjustment loans, etc.) 





Is There Comparative 
Advantage in the Case 
of 2 Factors? 

Problem : No constant 
autarky price ratio as 
there was in Ricardian 
case. No pure supply 
side story. 

Possible solution : Make the 

production possibilities 
curves quasi-Ricardian. 


The Heckscher-Ohlin 


Model 



Eli Heckscher: Bertil Ohlin: 

1879-1952 1899-1979 



The Heckscher-Ohlin 
\ Model 


■ Assumption #1 : No factor- 

intensity reversals. 

■ Assumption #2 : Technology 

the same worldwide. 

■ Assumption #3 : Similar, not 

“too” biased tastes. 



Consider 2 Countries... 

One is “capital- abundant 9 

which means it has lots of 
capital relative to labor... 

The other is “labor- abundant” 

which means it has lots of labor 
relative to capital. 

The two countries in autarky 
produce two goods, one 
capital- intensive and the 
other labor-intensive. 

Note that “abundant” refers to 
the national factor supply 
whereas “intensive” refers to 
the ranking of industries by 
their K/L ratios. 


K-intensive good 


The labor-abundant country will 
have an affinity for labor- 
intensive production... 



o 


The labor-abundant country will 
have an affinity for labor- 
intensive production and the 
capital-abundant country will 
have an affinity for capital- 
intensive production. 



s 

K-abundant 



L-intensive good 


0 


Note that if we approximated the 
curvilinear production possibilities 
curves by dotted straight lines, we 
return to a supply-side Ricardian 
world in which we could tell that the 
K-intensive good was relatively cheap 
in the K~abundant country. 

/ \ 





L-intensive good 


0 


We could then conclude, based on 
su pply-side information , that the 
K~abundant country exported the 
K~intensive good (and, therefore, 
that the L~abundant country 
exported the L~intensive good) , 
once trade opened. 

/ \ 





L-intensive good 


0 


Assuming no factor-intensity 
reversals allows us to create an 
affinity between capital or labor 
abundance and a particular type of 
good. 

/ \ 





L-intensive good 


0 


Assuming the same technology 
(same production functions) 
preserves the link between the 
relative shapes of the countries’ 
production possibilities curves and 
their factor abundance. 

/ \ 





L-intensive good 


0 


Indonesian Cigarette Factory 




^TAIWAN 


PHILIPPINES 


IETNAM 
t South 
* China 
Sea ; 


Pacific 

Ocean 


MALAYSIA 


Jakart; 


Wonokerto 


MILES 


VICTOR KOTOWITZ / Los Angeles Times 


u/ ’ 3/2.1/ AH' UAViut'AUL.MUKtus / r or me limes 

Thousands of women work in the H.M. Sampoerna plant, hand-roliing traditional cigarettes called kretek. 


Example : If the K-abxmdant 
country was more inefficient in 
producing the K~intensive good, 
the relative shapes could reverse 



0 


Finally, assuming that demand is 
similar and not too-biased toward 
any good keeps the countries 
consuming towards the center of 
the diagram where the straight 
Ricardian lines are not bad 
approximations of the slopes of the 
production possibilities curves. 



0 


K-intensive good 


Solution 



L-intensive good 


0 


K-intensive good 


Solution 



L-intensive good 


0 



K-intensive good 


Solution 



0 


H-O 

Conclusion: 


A country will 
export the 
good which is 
intensive in 
the factor it 
has in relative 
abundance. 


H-O l m p Heatons: 




■ In the capital-abundant country, 
the K/L ratio will fall in both 
industries due to trade. 

■ In the labor-abundant country, the 
K/L ratio will rise in both 
industries due to trade. 

■ Real wages fall in the capital- 
abundant country due to trade. 

■ Real wages rise in the labor- 
abundant country due to trade. 

■ Trade in goods is a substitute for 
international factor mobility. 


Indian Foundry Making New York City 
manhole covers for Con Edison 




NY Times 
11/26/07 




“It is clear that without (NAFTA), there is a real 
prospect of generating a flow of millions of migrants 
seeking jobs in the United States . We want to export 
products, not people. ” 

Pres. Carlos Salinas (LA Times, 4/13/91 ) 




BARBARA ?»fARTIN / Los Angeles Times 

Women assemble terminals at plant in Mexicali. 


Mexicali plant: pre-NAFTA 
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' 

I H-O Implications 




■ In the capital-abundant country, 
the K/L ratio will fall in both 
industries due to trade. 

■ In the labor-abundant country, the 
K/L ratio will rise in both 
industries due to trade. 

■ Real wages fall in the capital- 
abundant country due to trade. 

■ Real wages rise in the labor- 
abundant country due to trade. 

■ Trade in goods is a substitute for 
international factor mobility. 

■ Factor-price equalization (??) 


Paul Samuelsott 




Empirical Evidence on 

H-O 


Wassily Leontief: 1905-1999 



Empirical Evidence on 

H-O 


o The Leontief “Paradox” of 
U.S. Comparative Advantage 

o 1947 data using input-output 
analysis and U.S. coefficients 
on both exports and imports 

o U.S. imports were roughly 
30 % more capital intensive 
than exports 

o Post-Leontief Research 


Current View of 
Comparative Advantage 


■ H-O model “works” after 1960s 
for U.S. for trade with 
economically-different 
countries. 

■ H-O model provides a loose 
explanation of trade patterns 
especially if we look at factors 
beyond simple K and L 
measures. 

■ Proviso : Lack of factor-price 
equalization globally 

■ Proviso : Apparent technological 
differences across countries 


Comparative advantage 
(autarky prices) will reflect 
demand and supply 

Under some assumptions, 
supply side factors can predict 
trade structure 

There can be winners and 
losers within a country even if 
trade is viewed as a net 
benefit 


Traded goods are substitutes for 
traded factors 

There can be benefits from trade 
even if technology spreads 
worldwide (anti-Ricardian 
conclusion) 

Wage costs among developed 
countries have tended to converge. 
4-tigers showing similar trend. 

But not necessarily true for others. 
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Commercial Policies 



□□□□□□ 

=U 

The 

Players 



Consumers 

consumers 

surplus 

Producers 

producers’ 

surplus 

Government 

tariff 

revenue 




Raise Your Hand and 
Take the Pledge 


t a r r i f 




Consumers 9 Surplus 


Price 


0 


Quantity 


Consumers 9 Surplus 


Price 


0 


1 


Quantity 


Consumers 9 Surplus 


Price 


1 2 


0 


Quantity 


Consumers 9 Surplus 



0 


12 3 


Quantity 


Consumers 9 Surplus 



0 


12 3 


Quantity 


Consumers 9 Surplus 


Price 


Lesson ; Area 
under demand 
curve to point of 
consumption - 
total value to 
consumers 


Demand 


0 


Q Quantity 


Consumers 9 Surplus 



Note: Attempts to Capture 
Consumers ’ Surplus 


□Price 

discrimination 


Would it bother you to know how little I paid 

for this flight? ” 



Note: Attempts to Capture 
Consumers ’ Surplus 


□Price 

discrimination 

□Dutch Auctions 
vs. English 
Auctions 





Required Warning: 

The American Economic 
Association has determined that 
the concept of consumers ’ 
surplus may be hazardous to 
your mental health. This is not 
an offer of consumers ’ surplus; 
an offering may be made only 
through your textbook. Read 
carefully before believing. Void 
where prohibited. See your 
personal economist if doubts 
persist. Parental guidance 
suggested. 


Producers 9 Surplus 

Definition : 

Revenue - variable cost or 
Profit + fixed cost 


Cost 


0 


Quantity 


Producers 9 Surplus 

Definition : 

Revenue - variable cost or 
Profit + fixed cost 


Cost 


0 


1 


Quantity 


Producers 9 Surplus 

Definition : 

Revenue - variable cost or 
Profit + fixed cost 


Cost 


1 2 


0 


Quantity 


Producers 9 Surplus 

Definition : 

Revenue - variable cost or 
Profit + fixed cost 


Cost 


0 


12 3 


Quantity 


Producers 9 Surplus 

Definition : 

Revenue - variable cost or 
Profit + fixed cost 


Cost 


MC 



0 


12 3 


Quantity 


Producers 9 Surplus 

Definition : 

Revenue - variable cost or 
Profit + fixed cost 



\ 

Going from No Trade to 

Free Trade 

J 



Demand = Domestic Supply 


Going from No Trade to 


Free trade 



A Potential Import Good. 

Why? 


Going from No Trade to 


Free Trade 


Price 


Domestic 

Supply 


a / b 




0 



r SOONG/Daily E 

Arnold Harberger 


Domestic 

Demand 


Q 1 <-Imports->Q 2 Quantity 


Questions : What is “a”? What is 
a+b+c? How do we interpret the 
Harberger triangles (“b” and “c”)? 




Tariff Nomenclature 


□Ad Valorem Tariff 

□Specific Tariff 

□Most favored nation 
(MFN) 

a.k.a “normal trading rights” 
or “normal trading status” 


Price 


Moving from Free 
Trade to a Tariff 



Domestic 

Supply 


t 


P 


W 


0 



Domestic 

Demand 


Q 2 Quantity 



Question : If we impose specific 
tariff “t” on this product, what 
happens to P d ? 




Questions : What is Q 3 Q 4 ? How do we 
interpret areas “a”, “b”, “c”, and 
“d”? What are we assuming about 
P 9 

r W • 


Short-Run Effects of a 
Tariff (so far !) 


Price 


:tive effect (imports 


to 


'3V4 


Consumption effept^consump 
tion falls frcW'Qs to Q 4 ) 


w 


a 


istributionseffect, 


iciHc; 


d 


Consumers lose (h+b+c+d) 

Pr^ucer^ gjjn ( J) ^ 

Government gains (c) 

“Net” deadweight loss (b+d) 
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Tariff Revenue as % of Federal Receipts 
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\ Long-Run Effects of / 

Tariff 


Factors of production are 
shifted toward import- 
competing industry, 
changing real wages and 
return to capital, the 
Stolper-Samuelson effect 



Using the approach 
utilized to this point, 
work out analysis of: 

□An import subsidy 
□An export tariff 
□An export subsidy 


Highlights of U.S. Tariff 
History Before WWII 


□Pre-Civil War 
(North vs. South) 

□Post-Civil War 
(Republicans vs. 
Democrats) 



“It seems to me that if we buy 

t the rails from England, then 

we’ve got the rails and they’ve 
got the money. But if we build 
the rails here, we’ve got our 
rails and we’ve got our 
money.” 


Abraham Lincoln 


Pattern on the eve of 
World War II 


Democrats 





High 

tariffs 



Republicans 


Highlights of U.S. Tariff 
History Before WWII 


□Pre-Civil War 
(North vs. South) 

□Post-Civil War 
(Republicans vs. 
Democrats) 




The Pension Building 
Washington, DC 
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I * THE NATION 

Last Widow of 
Union Veteran 
Dies at Age 93 

From Associated Press 

BLAINE, Term. — Gertrude 
Janeway, the last widow of a 
Union veteran from the Civil 
War, has died in the three-room 
log cabin where she lived most of 
her life. She was 93* 

Bedridden for years, she died 
Friday, more than six decades 
after the passing of the man she 
called the love of her life, John 
Janeway, who married her when 
he was 81 and she was barely 13. 

“She was a special person/' 
said the Rev. Leonard Goins, 
who officiated at her funeral 
Sunday. “Gertie, as she was 
called, had a vision beyond that 
[cabin] that kept her going. She 
never had ary wavering or doubt 
in her salvation/’ 

She was to be buried today 
near her husband's slender mili- 
tary tombstone at tiny New Cor- 
inth Church cemetery. 

An honorary member of the 
Daughters of Union Veterans of 
the Civil War, Janeway was the 
last recognized Union widowA 
She received a $70 check each \ 
month from the Veterans Ad- 
ministration. / 

Still alive is Confederate 
widow Alberta Martin, 95, of 
Elba, Ala. 

Janeway once recalled get- 
ting married in the middle of a 
dirt road in 1927 with family and 
Mends gathered around. Her 
husband bought her the cabin in 
1932 and it was there that he 
died in 1937, at 91. “After he died, 
why it just seemed like a part of 
me went down under the ground 
with him,” 




Highlights of U.S. Tariff 
History Before WWII 


□Pre-Civil War 
(North vs. South) 

□Post-Civil War 
(Republicans vs. 
Democrats) 



□Smoot-Hawley (1930) 





Senator Reed Smoot, R-Utah 




Congressman Willis C. Hawley, 
R-Oregon 





Highlights of U.S. Tariff 
History Before WWII 


□Pre-Civil War 
(North vs. South) 

□Post-Civil War 
(Republicans vs. 
Democrats) 



□Smoot-Hawley (1930) 


□Reciprocal trade 
^ agreements beginning 
fmM in 1930s (MFN) . 


Highlight® of U.S. Tariff 
History After WWII 


□ GATT (& ITO failure) 

□ Rise of U.S.-based 
multinational firms 

□ Formation of EEC 
(now EU) 

□ Kennedy Round (1960s) 

□ Tokyo Round (1970s) 

□ Uruguay Round (1980s 
and early 1990s) and WTO 

□ NAFTA 



Seattle WTO Meeting: 

1999 





NICK ANDERSON, (Louisville, Ky.) Courier Journal 






